ard and repay the amount borrowed
o.

, Rusi Daruwalla and Vinod Desai have
es; they require money now; they need
ially from a bank; they are unclear on
he bank and what information they need

,__Way good money and that he will be
d in full, and in time. To this end he will ask questions,
nd « 1entary evidence. This is natural. IHe
at a bad loan is a loss. It must be
n that a banker normally earns
o per annum. If the Manufacturers
2,000,000 to Umsulphur Ltd, it
turn or earning of Rs 40,000. If

d d“uncollectable, the bank
' t‘2% per annum to an-
loss. And rupees ten
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money and refuse to “give the time of day” to those who
do! :

One must bear in mind that the non-performing asset
recognition norms now imposed by the Reserve Bank on
banks are becoming increasingly stringent. If interest is not
paid for two quarters on a loan, the loan has to be
deemed/recognized as a non-performing asset (NPA). Inter-
est then cannot be accrued on this advance by the bank and
banks are also required to state in their financial statements
the quantum of non-performing assets they have at the year
end. Provisions too would need to be made — the amount
depending on how good the advance is the amount of col-
lateral the bank has and the period it has been outstanding.
This is a direct charge on profits. The enormous emphasis
placed on non-performing assets and the scrutiny it is sub-
jected to (quite rightly) is one of the main reasons that
bankers are reluctant to lend when there is even a shred of
concern on the viability of a project or the creditworthiness
of a borrower. The dictum they follow is “when in doubt,
don’t”.

In conclusion, it needs to be remembered that the busi-
ness of banking 1s lendmg.,(The bankg{\takes a risk when-
ever he approves a loan,7This is acceptsd <Jis job, as a pru-
dent person, is that he has to ensure that ‘the\rxsk is minimal
on any money lent. T}le Borrower on th er hand, if he
wishes to receive the money he needs for enterprise has
to s1usfy the banker \that he is competen , and that the
monies lent to him are béth safe :md w;l] be repaid when
due. N X5

In the ensuing chapters I will attempt to enlighten the
reader on the factors bankers look at when reviewing a loan,

@5{’/ i



| ‘ftr-, ould be repaid.
h i uld be repaxd

1S ﬁn‘d the industry conditions
tworthiness of the borrower.

e manner agreed
successful has the particular




Chapter 2

" “ he pivoral question upon which the lending decision
rests is the purpose for which a loan is sought and this
is usually the first issue that a banker ascertains when

approached for a loan of any other credit facility. In regard

to the purpose there are a few critical factors that must be
remembered:

chemical agjtator.

2. It must be for 1 matching need. For example, short-term
funding should pe sought for a short-term need. Raman
Menon, as an exporter of garments, should not seek a
term loan to finance pre-shipment expenses. Alterna-
tively, a manufacturer should not seek 1o finance a fac-
tory expansion with an overdraft, In short:

e

* A company that needs working capital 1o purchase in-
ventories (stocks) and Pay expenses should seek ap
overdraft.



o needs finance to purchase goods to
ek a pre-shipment packing loan.

letter of credit (payment is made after
after the acceptance of the documents

, on the other hand, who needs a large
‘an expansion, or build a factory, or
7 expensive machinery should seck a
is repayable over a period of time. Of-
estation period, banks would give a
ding payment of interest and princi-

be required for a short period to :
nts”. This is known as a bridge loan.

it may seek a bridge loan.
tries require seasonal loan

he monsoons to purchase
rt. During the monsoons |
Similarly, the tea indus-
is no picking of tea —

- tea garde




